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Statement

The Administration has not yet presented the City Council with a clear case as to how

reducing property tax rates in certain neighborhoods will create growth in population or
monetary value for the city.

Potential Fiscal Impact per the Amended NEZ Act

Using base information received from the Administration this past summer:; we have
generated data and charted how this proposal will reduce the amount of property tax the
city collects by $365 million in the next 17 years. This analysis assumes the accuracy
of the newspaper report that the administration’s plan is to include 47 neighborhoods
over a 3 three-year period. While the administration was helpful with providing the initial

data on this proposal, the Assessor’s Office staff has not yet commented on our
analysis.

Replacing $365 million, an average of $22 million each year, would require residents to
generate an additional $880 million in income each year in order to provide income tax
revenue to supplant the lost property tax. If the responsibility was on the entire city
population it would average out to $1,000 more in income per citizen. If it was simply
applied to the 38,305 homeowners who have and are estimated to purchase homes in
the proposed NEZs, it would be $23,000 more in income per household.
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Proposed New NEZ Neighborhood Areas

The Assessor’s Office staff provided a list of 25 neighborhoods originally but has not
provided information on the remaining 22 areas. The list of 25 proposed in the summer
were Arden Park, Aviation, Bagley, Berry Subdivision, Boston-Edison, East English
Village, Golf Club, Golf Club Addition, Grandmont 1, Grandmont 2, Green Acres 1.
Green Acres 2, Indian Village, LaSalle Garden, Livernois, Longfellow, Oakman East,

Oakman West, Outer Drive, Palmer Woods, Rosedale 1, Rosedale 2, Russell Woods,
Sherwood Forest, Virginia Park.

Analysis

On every house sold in an NEZ the city will lose 50% of the operating tax dollars that
normally would have been collected. The homeowner will see a reduction in the overall
millage rate of 22%. There is no housing gain for the city, unlike the new construction
NEZs. The new construction NEZs that exist have not resulted in a net population
growth as the city continues to lose at the annual rate of 10,000 residents. (The

argument could be made that the loss would have been even greater than the 10,000 if
it were not for the existing new construction NEZs.)

Many articles and arguments about the frustrations of Proposal A reinforce the fact that
a house assessment at sale can skyrocket, sometimes doubling, thereby doubling the
amount of taxes that are collected on that particular house. The media then uses a real
example of how the assessment “pop-up” value shocked the new homeowner who is
not prepared for or anticipated the increase in taxes on the property.

The first problem in this assertion is that “all” of these assessment increases have
generated a substantial growth in tax collections when in fact the city has averaged only
a 3.8% annual increase in property valuations since Proposal A began in 1994. In fact,
the Headlee Amendment which has affected so many other communities by making
them roll back their operating millage because the dollars to be collected from taxes
would exceed the prior year’s collection by the legislated amount has never been a
problem for the City of Detroit. The City of Detroit has only once had to roll back the
operating millage and it was more of a mistake than a true Headlee rollback.

The second problem is that many new homeowners do not understand that since 1994
it doesn’t matter what the current taxes on a house are. The taxes that the new
homeowners will be paying will be based on the price they paid for the new home, and
not the previous valuation. From that point on, the assessment will be increased by a
rise in the Consumer Price Index not to exceed 5%. It appears that realtors and lenders
may not be completely candid with home purchasers for fear of losing the sale. They
seem to be willing to let the purchasers assume a lower than actual monthly cost based
on the current taxes instead of factoring in the assessment “pop up” in order to fit the

purchasers’ budget, or the purchasers may not comprehend the explanation provided
by the realtor or lenders.
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The third problem is that no one has discussed how this will create a schism between
existing neighborhoods and homeowners when one neighborhood is given the NEZ

designation and the other isn't. False market conditions will be created distorting the
values of houses that should be similarly priced.

"Old- home" NEZs will have a millage rate of 52 compared to 67. New-build NEZs have
a millage rate of 16 compared to 67. Using the example of a recent $100,000 home
sale, with a taxable value of $50,000, the tax on new construction will be $800 while the
tax on the “old home” NEZ would be $2,600 compared with the tax in every other
neighborhood at $3,350. So, instead of limiting the inequity that results from Proposal

A, the inequity is expanded to a multi-tier situation, that no one will understand after an
additional year or two.

Council should note that the City of Detroit portion of the levy is only 30.0201 mills or
44% of the total. The tax burden on Detroit residents compared to other cities results
from the Board of Education, State School levy, Wayne County and others.

The tax rates break down as follows:

Percent of | Old New
Basic Tax | Total Levy | Neighborhood | Construction
NEZ NEZ
City Operating 19.9520 29.5% 9.9760
Garbage Disposal 2:9928 4.4% 2.9928
Debt Service EUlSS 10.5% 7.0753
Library 4.6307 6.8% 4.6307
Board of Ed 13.0000 19.2% 13.0000
State School Tax 6.0000 8.9% 6.0000
County 13.9861 20.7% 8.9621
Total 67.6369 100% 52.6369 16.0000

While there is something inherently unfair about homeowners requesting the same
services from the government and yet paying different rates for those services, a tiered
system already exists in the city with new-construction NEZs, existing apartment
buildings that are modified into condominiums, Renaissance Zones, Tax Increment

Financing (TIF) Zones, Local Development Finance Authority (LDFA) and Act 198, 328
and 146 Tax Abatements for commercial businesses.

The old-home NEZ annual savings of $750 begins to create a new division and problem
amongst homeowners in similarly aged, sized, styled and located neighborhoods.

If homeowners in one neighborhood are given a NEZ designation and tax break and an
adjoining neighborhood with similarly styled/sized housing does not have the NEZ
designation and tax break, an unfair market advantage is created for the homeowners in
the NEZ for home sale purposes. First, they will have a better chance of selling and
second; the homeowner may be able to sell at a higher price due to the value of the
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price break, as $750 over the 15-year NEZ period totals between $11,250 and $16.200
savings in taxes. This will of course dilute the benefit of the tax break to the buyer. The
total amount of savings will depend on the increases in the taxable value over the 15
years and it cannot exceed 5% in any given year. It is also reasonable to suppose that
houses in the non-NEZ neighborhoods will sell at a price lower than they would have

prior to the NEZ to make up for the fact that the buyer will have to pay more in taxes
than his neighbor across the street.

This condition will have a negative effect on assessments citywide which will offset any

gains the city might have made with the sale price increases in these new NEZ
neighborhoods.

The Far Eastside and Lower Eastside Neighborhoods’ Proposal

Some of the far east and lower eastside neighborhoods that the Administration plans to

Include in the first round include East English Village, Indian Village and Berry
Subdivision.

East English Village is a neighborhood group formerly known as DEAR, not a
subdivision in the strict sense, formed in the 1970s along with a host of neighborhood
groups around it (NEAR, ONE, AWARE, DARE). East English is sandwiched between
ONE and Morningside (formerly NEAR) and bounded between 1-94 and Mack Avenue.
East English is a significantly smaller area because the groups were created at the time
simply by using main or “busy” streets as boundaries. So Morningside goes all the way
from Alter Road to East Outer Drive/Whittier; East English Village is from East Outer
Drive/Whittier to Cadieux; ONE is from Cadieux to Moross. All three neighborhoods
have similarly styled, sized and aged housing, mostly constructed between 1927 and

1950. Houses in all three areas are priced based on condition between $50,000 and
$200,000.

So while all three neighborhood groups offer similarly sized, aged, styled housing, East
English Village will get a boost that will make that housing stock more attractive to

buyers who were considering the eastside in an established neighborhood in the first
place.

Berry Subdivision and Indian Village have similarly styled, sized and aged housing that
Is unique to the eastside. Price wise, some of the condos along the river are similar and
therefore those owners might be at a disadvantage when it comes to selling. However,

condos and 3,500 sq. ft. historic homes are such different styles of living that the
difference of 15 mills would not be as big of an issue.

Conclusion

Council needs to hear how the Administration hopes to make this tax break successful
for the City of Detroit. Administrators from other cities have been interviewed and state
that there is no way they can implement this tax break since costs for general city
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services are going up and this would give them less money to pay for these services. In
most cities as it once was with Detroit, the main source of revenue for general

operations is the property tax. Detroit only anticipates that 8% of the revenue will come
from property tax.

Proposal A allowed long-time homeowners to stay in their homes and not be forced out
due to unchecked growth in property values. Proposal A intended only to delay the
increase in taxes until a future sale of the property, so as not to permanently reduce
local governments revenue collections. The NEZ proposal for existing home sales will
delay the collection revenue for another 17 years, revenues necessary to support city
services. This is a loss the City of Detroit is not in a position to absorb. It also changed
the taxing structure for schools that helped property values increase, because most of
the cost of schools was shifted to sales tax. But it also created the “inequity” that
neighbors in similar housing are paying very different-sized tax bills. The NEZ will
create another tier of inequity that complicates the problem further. It also shifted an
additional cost to families with school children since many activities that used to be
covered through taxes paid by the entire community must now be born by the user due
to Proposal A. So comparing tax rates by community becomes more difficult because

you need to dig deeper and determine all user costs, if you want to compare the true
cost of living.

The inequity in property valuations created by Proposal A on home sales can be
addressed by market conditions. The sale price of the home can be adjusted to reflect

increased tax assessment. The expansion of the NEZ designation will only complicate
the problem.

The administration has successfully argued the case to stop the state mandated
roliback of the local income taxes due to the fiscal conditions of the city. The
administration lobbied for and was successful in having the utility tax legislation
changed to prevent a rollback in the utility users tax. Yet the administration pushed for
the expansion of the NEZ designation from only new construction to existing home
sales. Property tax is the least regressive of the three taxes. The administration’s
action on taxes appears to support regressive taxes over non-regressive taxes. Before
Council follows the administration’s lead, Council must decide if this is the best path for
the future of the City. While there is no question that tax relief for the citizens is

laudable, there is still a question if tax relief is currently possible, as revenues to fund
basic city services are already insufficient.

Attachments

CC: Council Divisions
Auditor General
Ombudsperson

Matt Grady, Interim Finance Director
Roger Short, Budget Director

Julie Castone, Assessor

Anthony Adams, Deputy Mayor
Kandia Milton, Mayor’s Office
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